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The recession will have permanent affects 

on the economy

recession

GDP per capita

Years

In every future year the output 
of the economy will be less 
because of the output lost in 
the recession



A similar permanent downward shift 

applies to any cuts in education funding

recession

Funding per 

pupil

Years

Any education funding cuts 
represent a permanent reduction in 
education investment—lowering 
future earnings, productivity, 
competitiveness, etc.



And there is no guarantee that funding 

will return to its long-term growth trend 

recession

Funding per 

pupil

Years

If revenue limitations and increasing 

reliance on inelastic funding sources 

constrain the rate of revenue growth, per 

pupil investment will grow more slowly 

than the economy.



The recession’s permanent impact on 

many rural economies will be even greater

recession

income per 

capita

Years

Rural job losses, and more importantly the 
loss of workers, are much more likely to 
be permanent. In addition, it is often the 
best and brightest who leave, lowering the 
future average income, productivity, etc

Much of Rural America

Half of rural counties lost 

population over the last decade 



Growth in family income over the last half-century
Those were the days, my friend

(we thought they would never end)

Growth 

“Then” 

(’47-’73)

Growth 

“Now” 

(’73-’05)



The First Principle of 
Public Finance

Your tax system should look 
like you did it on purpose.

Richard G. Sims



Different taxes grow at different rates

STATE elasticity

Individual income tax 1.83

Sales tax 0.81

Corporate income tax 0.78

Alcoholic beverage tax 0.39

Beer and wine tax 0.53

Cigarette/tobacco 0.43

Motor fuel tax 0.43

Property tax 0.76

Most fees, licnese and use taxes 0.5 to 0.7

Sources:  Southern Economic Journal , 2006, Bruce, Fox &  Tuttle; North 

Carolina Tax Guide 2002 ; various state studies. 

Some Typical State Tax Elasticies



Tax 

Rank

TOP 10 

STATES
Avg. 

Growth

Growth 

Rank

Tax 

Rank

BOTTOM 10 

STATES
Avg. 

Growth

Growth 

Rank

1 Wyoming 5.3% 1 41 Maine 4.1% 38

2 South Dakota 4.5% 9 42 Minnesota 4.4% 13

3 Nevada 4.3% 17 43 Nebraska 4.2% 30

4 Alaska 3.5% 49 44 Vermont 4.5% 10

5 Florida 4.2% 31 45 Iowa 4.2% 27

6 Montana 4.4% 15 46 Ohio 3.8% 48

7 New Hampshire 4.3% 21 47 California 4.1% 39

8 Texas 4.6% 8 48 New York 4.2% 35

9 Delaware 3.9% 46 49 New Jersey 4.3% 23

10 Oregon 4.0% 43 50 Rhode Island 4.2% 29

Average growth: 4.3% Average growth: 4.2%

Tax Foundation's Top 10 and Bottom 10 Business Tax 

Climates States 

Sources:  Tax Foundation, 2007 State Business Tax Climate Index; Income data from U.S. Department of Commerce, 

Bureau of Economic Analysis



Business Climate Rankings 

According to the November 2008 issue of 

Site Selection magazine

"Best Business 
Climate" 

Rank 

Avg. 
Growth 

2003-07

36

39

18

14

49

12

48

25

29

50

9

42

47

35

28

51

17

33

16

34

23

2

30

5
19

Of the top 10 ranked states,

zero were among the 10 fastest growing states—

but three were among the slowest 10.

Of the top 25 “Best Business Climate” states, 

Only 10 grew as fast as the 50 state average.

Of the top 25 “Best Business Climate” states 

were among the 10 worst performing states.



Small government = high growth. Right?
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Average annual growth 2003-08
10 highest own-source tax spending as a percent of income states shown in red

10 lowest own-source tax spending as a percent of income states shown in blue



Source: U.S. Department of Commerce, National Income and Product Accounts, data for 2003.
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Firms Say Labor Their Major Cost 

Considerations When Expanding or 

Relocating a Business

Source:  Robert M. Ady, “The Effects of State and Local Public Services on Economic 
Development,” New England Economic Review, Federal Reserve of Boston, March/April, 1997.

Richard G. Sims

Sierra Institute on Applied Economics



“In summary, site selection data do not suggest any correlation 

between low taxes and positive economic growth, or 

between high taxes and slow growth. The location 

requirements are too many, the process too complicated, and 

other factors too important to justify a strong relationship.”

From the previous article published by 

the Federal Reserve Bank of  Boston:

“The single most important factor in site selection today is the 

quality of the available work force.  Companies locate and 

expand in communities that can demonstrate that the 

indigenous work force has the necessary skills required by the 

company or that have the training facilities to develop those 

skills for the company.”



“Out of a sample of 115 companies or individuals that received economic 

development assistance in 1998, only a little more than one-third appear to be 

operating (in 2008.)”

August, 2008

―The literature we reviewed conluded that, thus far, negative and inconclusive 

findings are far more numerous than positive findings.  Most reviews of 

economic development assistance find few results are achieved – a theme 

that audits in Kansas and other states commonly find, as well.  Findings of 

ineffectiveness include promised jobs weren’t created, return on investment is 

low or negative, and incentives offered weren’t a determining factor.‖

Among the findings--





“In the New Economy, knowledge, rather 
than natural resources, is the raw material 
of  business.”

From:  The Importance of  Quality of  Life in the Location Decisions of  New Economy 

Firms, U.S. Economic Development Administration, 2002.

A U.S. Economic Development 

Administration Study Concluded-


